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INVESTMENT INCOME 


Loan interest $29,068 $25,841 $18,546 $13,900 $7,480 
Securities (TEB) 20,006 18,285 LAS 5 2 3/16 
Loan fees 725 1,000 868 1,196 706 
Total 49/799 45,126 30.573) 20,848 11,902 
Yield on assets 7.02% 7.31% 6.65 % 6.92% 7.24% 
Interest expense 42,817 35,607 22,635 14,655 8,338 
Cost of funds 6.04% Seago 4.92% 4.87% 5.07% 
Net investment income (TEB) 6,982 9,519 7,938 6,193 3,564 
Spread 0.98% 1.54% 1.73% 2.05% DATs, 
Provision for losses 289 346 321 401 301 
Other income (TEB) 118 1,185 4,255 3,213 0 
Total revenue (TEB) 6,811 10,358 11,872 9,005 3,263 
Non interest expenses 

General and administrative 2,840 1,866 1,852 1,324 808 
Salaries and benefits 2,700 2D iG7. 1,709 1,331 974 
Premises and equipment 694 408 B53 289 281 
Total 6,234 4,441 3,914 2,944 2,063 
Net earnings (loss) (876) 3,040 4,718 3,988 1,204 
BALANCE SHEET ITEMS 

Assets: 

Cash and securities IY I 284,934 208,856 157,280 yo, 55 
Mortgages and loans 413,825 381,844 BLD NY 2055793 142,103 
Other assets DY, AOS ID AS 12,900 10,067 4,697 
Total HB) 36 685), 953 543,948 373) 140 PROMS) TES) 5} 
Average assets 709,665 614,951 458,544 301,448 164,283 
Liabilities: 

Deposits 673,925 629,002 488,919 S13,998 210/599 
Notes payable 24,686 22,686 22,689 DROS | 1,930 
Other liabilities 4,385 2,901 3,520) 12,020 2,720 
Total LOLI IG 654,589 lls) As} 348,709 215,249 
Shareholders’ equity 30,380 31,364 28,820 24,431 14,506 
Total $733,376 $685,953 $543,948 $373,140 $229,755 


*TEB - Tax Equivalent Basis 
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In 2001 we laid the groundwork for significant growth for the remainder of the decade. Included 
in these initiatives was filing an application with the federal regulators to operate a federally 
chartered bank. This opportunity became available last October, with the enactment of new 
federal legislation. Operating as a bank, we intend to continue our successful business model 
of raising deposits without branches, using our well-established broker network and lending 
these funds primarily to public sector entities in niche markets throughout Canada. We anticipate 
that the bank licence will allow us to increase the volume and profitability of these transactions 
significantly. 


To further strengthen the financial resources available to our lending operations, we presented 
to our shareholders a plan for the combination with an affiliated company, PacWest Ventures 
Ltd. (PWV). Shareholders of both companies gave overwhelming support to the plan and the 
resulting new entity, Pacific & Western Credit Corp., has shareholders’ equity of $44.7 million, 
a 47% increase over the uncombined figure. This additional capital will provide for significant 
growth over the years to come. 


Positioning ourselves for this growth has required a large commitment of resources; we 
incurred significant expenses reconfiguring our company to operate as a federal bank, as well as 
expenses related to the combination with PWV. In addition, our wholly-owned subsidiary and 
operating entity, Pacific & Western’s eTrust of Canada Inc. (PWET), encountered new restrictions 
on the growth and composition of its assets that adversely affected its spread income. PWET is 
incorporated under the laws of the Province of Saskatchewan. That government enacted a new 
Saskatchewan Trust Act. Unfortunately, while this Act might reflect the mandate of the Government 
of Saskatchewan, it is not appropriate legislation under which our Trust Company can operate a 
national financing business. As a result, our Trust Company had to significantly alter its historic 
business plan, which created a disruption to its operations and adversely impacted our profitability. 
We expect it will be several months before we are able to complete the reconfiguration necessary 
to achieve an improvement in our operating results under these restrictions. 


While | am disappointed in this year’s operating results, | believe our strategy to strengthen our 

capital resources and reconfigure our business so that we can operate on a level playing field with 
our federal peers is the right one. Our unique business model has proven itself. We have powerful 
efficiency advantages, a high quality portfolio and are well capitalized. On a level playing field, 


this can only mean success. 
IS | 


David R. Taylor 


President & Chief Executive Officer 
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TO ‘OUR SHAREHOLDERS 


Our negative performance in 2001 was caused to a great extent by two factors - our Trust 
Company outgrowing its provincial regulatory regime while we invested to develop the 
infrastructure necessary to operate as a federal financial institution. Your Corporation has caused 
the necessary application to be filed under the new federal legislation to achieve a Federal Bank 
Charter. The obtaining of such Charter is ideally suited as the vehicle to conduct the niche 
financing business which has been the mainstay of the Corporation’s success in the past. 


In 2001, we invested significantly in order to create the right future and profitability for your 
Corporation. Should we receive the Federal charter, the Corporation will be well poised for growth 
and the creation of shareholder value. We will have shareholders’ equity of approximately 

$45 million, an outstanding management team and restructured policies and procedures. 


| would like to compliment David Taylor and his management team on what was accomplished 
in 2001 to position your Corporation for a prosperous future. This management team, to a person, 
is truly talented and excited about the jobs that they have. They are enthusiastic and focussed on 
making your Corporation a success. They feel that the success of your Corporation will be their 
personal success. 


In conclusion, while we must all be disappointed in last year’s financial results, | am convinced 
that we have the management team, the structure and the capital resources to create real 


shareholder value in the future. 
(FEa3) UE ali 


Peter R. Lockyer 


Chairman of the Board 
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CRANBROOK RECREATION FACILITY ] 


Completed in December 2000, the City of Cranbrook 
Multi-Purpose Recreation Centre includes a 4,500 seat 
arena, aquatic centre, fitness centre, restaurant, and 
retail concourse. Pacific & Western and a major life 
insurance company each provided one half of the 

$22 million project cost in a public — private partnership 
with the City and the developer/operator. 


[ FIVE NATIONS ENERGY INC. ] 


Pacific & Western provided a $12.0 million 
construction and term loan as a co-lender with a 
major Canadian chartered bank for the financing 
of a $57 million hydro-electric transmission line 
from Moosonee to Attawapiskat, Ontario along the 
shore of James Bay. Upon completion, scheduled 
for September 2002, the 270 km power transmission 
line project will supply safe and secure power from 
the Ontario Hydro grid. This project will replace 
diesel generating systems currently operating in 

the area. 
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4 OFFICE AUTOMATION LTD. ] 


Pacific & Western financed the lease of Panasonic 
photocopiers and other equipment leased by 4 Office 
Automation to public sector entities including Ontario 
school boards. 
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Hamilton Health Sciences 
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Pacific & Western provided over $10 million in 
credit facilities to this Ontario public sector entity. 
Specific uses of our funds included a new telephone 
system and diagnostic imaging devices, including 
magnetic resonance imaging (MRI) equipment. 
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Seneral Hospital Toronto Western Hospital Princess Margaret Hospital 


UNIVERSITY HEALTH NETWORK  ] 


Pacific & Western provided an $8.5 million financing 
facility to increase the capacity at the Hospital’s 
downtown Toronto parking garage. The University 
Health Network, formerly known as The Toronto 
Hospital, includes the combined facilities of the former 
Toronto General, Toronto Western and Princess 
Margaret Hospitals. In addition, Pacific & Western has 
provided $4 million in facilities to fund equipment 


[ Sis MICHAEUS HOSPITAL] 


Pacific & Western provided a $4 million credit facility 
to this community, teaching and research hospital 
serving eastern downtown Toronto. Funds were used 


for the purchase of medical equipment and capital 
leases for the Hospital. 


LONDON BRIDGE CHILD CARE SERVICES INC. ] 


Pacific & Western has provided $2.7 million in various 
facilities to this non-profit corporation providing early 
childhood education services. Funds have been used for 
construction and takeout financing including a new 17,000 
square foot centre located in London, Ontario. 


LAKERIDGE HEALTH 


CAKERIDIGESHEAE RH CENTRE. | 


Pacific & Western provided a $1 million facility to this 
regional hospital in Oshawa, Ontario to provide an 
improved and more efficient meal delivery system. 


CITY OF LONDON ARENA TRUST J 


Pacific & Western is providing $7 million in senior debt 
financing for this private-public partnership. The facility is 
a 210,000 square foot, 9,000 seat sports and entertainment 
complex located in downtown London, Ontario. The 
private sector partners in this $42 million project include 
Ellis-Don Construction, Stadium Consultants International 
and Global Spectrum. 
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[ TOWNSHIP OF SEGUIN ] 


Pacific & Western provided a $1.7 million lease facility 
to this community located in the District of Parry Sound, 
Ontario to acquire an improved and more efficient waste 
disposal system 
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DISCUSSION | SeunutNi shins 


Management's Discussion and Analysis provides an analysis of our operations for the years ended December 31, 2001 
and 2000. The ratios and percentages are calculated in the same manner as those of the six largest Canadian banks 
(big banks) to provide for comparison. Where appropriate, figures are shown on a taxable equivalent basis (TEB), 
which means an adjustment has been made to interest and other income to gross up the tax exempt income earned by 
an amount which, had it been taxable at the statutory rate, would result in the same after-tax net income that appears 
in the financial statements. An equal and offsetting adjustment is made to increase the provision for income taxes. This 
results in a better reflection of the pre-tax economic yield of these assets and facilitates uniform measurement and 
comparison of net interest income and other income. 


OUR MISSION Jj 


To maximize the value of our common shares and total return to our shareholders over time by providing better, faster, 
and cheaper financial solutions for our clients in selected niche markets. 


Taking advantage of new technology, our Trust company developed a system for issuing GICs exclusively through a 
deposit broker network. Funds and data are electronically transferred to us allowing us to process deposits much more 
efficiently than financial institutions that raise their deposits in the traditional way through retail branch networks. Our 
non-interest expenses as a percentage of assets, a recognized measure of efficiency, is approximately one-third of that 
averaged by the big banks. This is our competitive advantage. 


RISK MANAGEMENT 


Risk management involves the identification and ongoing assessment of the material risks that could adversely affect 
the achievement of our goals. We have appointed a senior vice president to oversee this important area. Risks may be 
categorized into four areas. They are: credit risk, liquidity risk, interest rate risk and operational risk. Our Board of 
Directors approves policies, reviews existing policies, delegates limits and reviews management's assessment of risk 

in its major risk-taking activities. An independent internal auditor is retained to provide a continuing review of our 
policies and procedures to ensure that they are appropriate, effective and being followed and that adequate controls are 
in place in order to mitigate risk to acceptable levels. This internal auditor enjoys considerable autonomy and reports 
directly to the Audit Committee of the Board of Directors. 


Creat wRilsik 

Credit risk is the potential for loss due to the failure of a counter-party or borrower to meet its financial obligations. 
Generally, we accept credit risk in market niches that are not well served by the larger financial institutions. Our 
emphasis is on lower risk assets which include public sector borrowers, immigrant investors in government sponsored 
immigrant funds and investments in other financial institutions. Additionally, we have policies to govern and limit 


portfolio concentrations by geographic area and asset category. We have established a risk rating policy that provides 
for risk rating each asset in our total asset portfolio. 


Liquidity Risk 


Liquidity risk is the risk of being unable to honour all our cash outflow obligations as they become due. We have 
established policies to ensure that our cash outflows and inflows are closely matched and that our sources of deposits 
are diversified over a wide geographic area. Additionally, we maintain a reserve of liquid assets and have standby lines 
of credit available. An Asset Liability Management Committee has been established to monitor liquidity risk, review 
compliance with our policies and discuss strategies in this area. Our liquidity ratio is 40.6% versus the big banks’ 
28.7%. The proportion of cash and securities of our total asset portfolio is significantly higher than optimal. We are 
maintaining this excess liquidity to comply with changes in our regulatory environment. Although our cash and 
securities portfolio presents minimal risk, our spread income is adversely affected. 
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Interest Rate Risk 


Interest rate risk is the risk that a movement in interest rates could negatively impact our spread, net interest income 
and the economic value of our assets, liabilities and shareholders’ equity. In order to mitigate this risk, our policy is 
to maintain the matching of our cash inflows and outflows so that in any 60 month period a 100 basis point change in 
rates across the entire yield curve would not have an impact greater than $3 million. We conduct gap and sensitivity 


analyses to measure the impact of interest rate changes on our current earnings and the economic value of our interest 
rate, sensitive assets, liabilities and equity. 


As the average duration of our assets normally exceeds that of our deposits by a substantial margin, we use interest 
rate swaps to assist in matching our cash inflows and outflows, a practice we share with the big banks. 


Operational Risk 

Operational risk is a loss resulting from a breakdown in systems, procedures, human error, disasters or criminal activity. 
We have a comprehensive internal control policy which provides clear direction to all areas of our business and 
employees and establishes accountability and responsibilities to identify, assess, appropriately mitigate and control 
operational risks. We have hired banking professionals with many years of related experience. We have developed 
our own systems and software and tested them thoroughly and we have a comprehensive internal audit function to 
ensure that operational risk is mitigated to prudent levels. 


SHAREHOLDERS’ EQUITY AND NOTES 


Shareholders’ equity and notes increased by $1.0 million or 1.9% to $55 million at December 31, 2001. This increase 
resulted from the net effect of a $2 million increase in notes outstanding and a $1 million reduction in retained earnings. 
Our capitalization ratios compare favourably to that of the big banks. Total capital to assets is 7.5% compared to the 
average of the big banks of 6.2% and total capital to risk weighted asset percentage is 17.1% versus the big banks’ 
12.2%. The chart to the right illustrates the growth of our shareholders’ equity and notes experienced in recent years. 


As a result of the amalgamation transaction effective January 1, 2002, shareholders’ equity and notes increased a 
further 43% to $79 million. 


ASSETS 


The chart to the right illustrates that as our shareholders’ equity and notes increased we were able to increase our assets 
moderately. Total assets are $733 million, a 7% increase over 2000's figure. This growth is attributable to growth in the 
securities, and mortgage and loan portfolios. The securities portfolio increased by $73 million over last year’s figure. 
The majority of this increase is attributable to the purchase of securities issued and guaranteed by the Canadian federal 
government or Canadian provinces. The mortgage and loan portfolio increased by $32 million from a year ago. The 
majority of this increase is attributable to loans to immigrants investing in government sponsored investment funds and 
an increase in insured residential mortgages. Overall, assets averaged $709 million for the year, up $95 million over 
the same period last year. 


ASSET QUALITY 


Our asset quality remains high, comparing favourably to the big banks. Gross impaired loans as a percentage of total 
equity and allowance for credit losses is 2.6% versus the big banks’ 14.0%. 


LIQUIDITY 


With our emphasis on acquiring public sector assets, our liquidity is high, comparing favourably to the big banks. Our 
liquidity ratio, cash and securities to assets is 40.6% versus the big banks’ 28.7%. As mentioned earlier, our liquidity is 
considerably higher than optimal and is adversely affecting spread income. 
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DEPOSITS 


As is illustrated in the chart to the left, our deposit base has grown rapidly. Presently, we have approximately 40,000 
customers holding GICs eligible for CDIC insurance. During 2000, we launched the “eTrust Savings Account” that pays 
interest calculated daily. This new product is allowing us to increase further our customer base and attracted a significant 
number of new clients in 2001. In addition, Ross Dixon Financial Services Limited and Hewmac Investment Services Inc. 
began distributing our GICs. Recently Cartier Partners Financial Group Inc. and Farm Mutual Financial Services Inc. also 
agreed to distribute our GICs. We now source approximately 35% of our new GICs from Ontario and continue to be 
licensed to gather deposits in seven provinces and all three territories. 


Our ability to raise CDIC insured deposits in a very efficient manner has lowered our operating costs and provides us 
with a strong competitive advantage. Our clients in the public sectors, such as hospitals, schools and municipalities, 
demand low borrowing rates and we are finding that our competitors, because of their relatively higher operating costs, 
are unable to compete with us profitably. We match the maturities of our GICs to those of our financial assets in order 
to minimize our exposure to interest rate movements. Our management pays close attention to this important area of 
our business to ensure that we are not vulnerable to an adverse change in interest rates. 


SPREAD 


Spread is the difference between what we pay on our liabilities and equity and what we earn on our assets. During 
2001, our spread declined from 1.54% to 0.98% on a TEB versus the big banks’ average spread of 1.95% on a TEB. 
This decline resulted from a change in our regulatory environment that restricted our profitable leasing and lending 
operations and caused us to maintain a large portfolio of low-yielding cash and security assets. Once we are able to 
operate a federal bank, we will be able to resume our normal leasing and lending operations and reduce the size of our 
cash and securities portfolio, which should result in our spread returning to its normal levels. 


NET INVESTMENT INCOME 


Net investment income is the income we earn on our loans, leases and securities less the interest we pay on our funding 
sources, which are primarily our deposits. Income from loans, leases and securities was up to $49.8 million (TEB) from 
last year's $45.1 million (TEB). However, our spread for the year was down 0.56% to 0.98%, primarily due to regulatory 
restrictions on the growth and composition of our assets in our wholly-owned subsidiary, Pacific and Western's eTrust of 
Canada Inc. (PWET). PWET is incorporated under the laws of the Province of Saskatchewan. The net effect of the new 
Saskatchewan constraints was a decline in net investment income to $7.0 million (TEB) from $9.5 million (TEB) in 2000. 


NON-INTEREST INCOME 


Non-interest income, determined on a TEB, is $118,000 down from $891,000 reported in 2000. During 2001, we 
recognized a loss of $274,000 from our subsidiary PacWest Ventures Ltd. (PacWest), primarily due to a $1.6 million 
provision taken by PacWest on a real estate project in the Kitchener area. In accordance with generally accepted 
accounting principles, we have not recognized appraisal gains that we believe could have offset this provision. 
Effective January 1, 2002, PacWest was amalgamated with Credit Corp.. 


Another area where we earn non-interest income is fiduciary services. An agreement with the University of Western 
Ontario to provide fiduciary services is operating well. We are currently assessing the market potential of these services 
for other Canadian public sector pension plan sponsors and other clients and expect our income to increase steadily 
from this area. 


TOTAL REVENUE 


Total revenue, as the chart to the left illustrates, is a combination of net interest income and non-interest income. It was 
$6.8 million on a TEB, down $3.6 million from 2000 due to reduced earnings from PacWest, as discussed above, and 
lower spreads resulting from changes in our regulatory environment. 


NON-INTEREST EXPENSES 


In the fourth quarter of 2001, we announced the terms of the amalgamation of Credit Corp. with PacWest and 
submitted an application to the federal regulators to operate a federally chartered bank. These transactions and other 
reconfigurations, including staff and premises expenditures required for us to operate as a bank, involved significant 
expenses and contributed to non-interest expenses increasing 40% over 2000's figure of $4.4 million to $6.2 million. 
As a percentage of average assets, non-interest expenses increased from 0.72% to 0.88%, and remained approximately 
one-third of that averaged by the big banks. On another measure of efficiency, assets to full-time employees, our 

$24 million per employee is approximately four times better than that averaged by the big banks. We remain one 

of Canada’s most efficient financial institutions, which has resulted from our strategy of continuously improving our 
business processes and targeting markets requiring less administration. 


Lael 


NET EARNINGS 


Net income was down $3.9 million, from $3.0 million reported in 2000 to a loss of $876,000. As mentioned earlier, Operating Costs 
this was primarily due to lower spreads resulting from changes in our regulatory environment, a loss from our investment as a percentage of Assets 
in PacWest and expenses related to our reconfiguration required for us to operate as a bank. This served to depress our 3.00% 

return on common equity which reduced from 10.5% in 2000 to (2.8%) versus the big banks’ average of 14.2%. It also 

served to reduce our earnings per common share from $0.06 to ($0.02) on a fully diluted basis. 5509, Sa 


SHAREHOLDER VALUE 2.00% 


Over the past six years, our shareholders have earned an annualized total return of 12.8% on their investment in 
Pacific & Western Credit Corp. This return compared favourably to the market return defined as the TSE 300 Composite !-°0% 
Index® for the same period of 10.3%. 


1.00% 


SUMMARY 


0.50% 
Over the years we have devoted considerable time and resources to improving our productivity. Our belief was, and 
continues to be, that by improving productivity we would be able to lend and invest profitably in niche markets that 90-00% 
other less productive financial institutions would have difficulty doing profitably. We hired banking professionals 
knowledgeable in these niche markets so that we would be able to provide expert and price-competitive services to 

our Clients. These principles continue to be the mainstay of our business philosophy. During 2001, our wholly-owned 
subsidiary and operating entity, PWET, encountered some new restrictions on the growth and composition of its assets 

that adversely affected our spread income. PWET is incorporated under the laws of the Province of Saskatchewan. That 
government enacted a new Saskatchewan Trust Act. Unfortunately, this Act is not appropriate legislation under which 

our trust company can operate a national financing business. As a result, our trust company had to significantly alter its 
historic business plan, which created a disruption to its operations and adversely impacted our profitability. To alleviate 

this situation, we have taken advantage of recent changes to Canadian banking legislation and have made application 

to the federal regulators to operate a federal bank. A federal bank’s powers are well suited to our business model and 

should allow us to return to our previous levels of profitability. 
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INTRODUCTION 


Maintaining an effective corporate governance framework is a priority for Pacific & Western. The fundamental 
duty of the Board of Directors is to supervise the management of the business and its affairs to maximize 
shareholder value. 


Our ongoing relationship with our shareholders is maintained through our Transfer Agent and Registrar, 
Computershare Trust Company of Canada and other financial intermediaries and, in particular, through our 
Shareholders’ Meetings. Shareholders may communicate with us by contacting our Director of Investor Relations 
or Computershare. 


Pacific & Western’s eTrust of Canada Inc. (PWET) carries out the main business of Pacific & Western, comprising 
approximately 95% of its assets. PWET’s Board of Directors and its committees assist in carrying out and overseeing 
the corporate governance for Pacific & Western Credit Corp.. 


GENERAL RESPONSIBILITIES OF THE BOARD OF DIRECTORS 
The Board of Directors as a whole is responsible for governance issues and performs the following functions: 


e Appoints a Chair of the Board who is unrelated and independent of management 

e Appoints the Chief Executive Officer 

¢ Oversees the management succession plan and the human resources plan 

¢ Oversees employee compensation plans to ensure that they are consistent with sustainable achievement 

of Pacific & Western’s business objectives, the prudent management of operations and the risks to which 

itis exposed and adherence to its processes, policies, procedures and controls 

Appoints officers and regularly evaluates the effectiveness and prudence of such officers in managing the 

operations of Pacific & Western and the risks to which it is exposed 

Establishes standards of business conduct and ethical behaviour for directors, officers and other personnel 

e Establishes Board committees and mandates 

Approves all policies, including those pertaining to corporate disclosure and communications, 

risk management, liquidity and funding management and capital management 

* Oversees communications with shareholders, including approving the annual financial statements, annual 
information form and annual shareholders’ meeting materials 

* Reviews and approves the annual strategic plan and ensures that the objectives set out are realized 

* Compares and measures Pacific & Western’s performance against prior years’ performance, previously 
established plans and industry peers 

* Reviews the performance of Pacific & Western on a consolidated basis as well as the performance of 
major subsidiaries 

¢ Receives reports, at least annually, from each of the Board Committees 

¢ Declares dividends 


* Reviews and monitors compliance with the Canada Deposit Insurance Corporation’s Standards of Sound 
Business and Financial Practices 


* Ensures that an audit/inspection function monitors the effectiveness of the organizational and procedural 
controls 


e Assesses the Board’s effectiveness 


In order to discharge the Board’s responsibilities, certain governance issues have been delegated to committees of 
the Board. The committees may engage outside consultants as they see fit, subject to the approval of the Board. 
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COMPOSITION OF THE BOARD 


The Toronto Stock Exchange guidelines recommend that a corporation have a majority of unrelated directors. 
Pacific & Western Credit Corp. currently has thirteen directors, twelve of whom are “unrelated” as defined in 
the Toronto Stock Exchange guidelines on corporate governance. The one related director is the President and 
Chief Executive Officer. 


It is believed that the present composition of the Board ensures that there is a broad spectrum of skills, knowledge 
and expertise to benefit from. 


BOARD COMMITTEES 
AUDIT COMMITTEES 


Both Pacific & Western Credit Corp. and PWET have Audit Committees that oversee financial reporting procedures 
and ensure that adequate internal controls are in place over accounting and financial reporting systems. The 
Committees are comprised entirely of unrelated directors and perform the following functions: 


¢ Review the annual financial statements of the Corporation and such returns of the Corporation as 
regulatory requirements require 

¢ Review annually the Corporation’s Strategic Plan, Business Plan and Budget 

e Review all arrangements involving outsourcing of significant operations 

e Ensure management implements and maintains appropriate internal control procedures 

¢ Review, at least annually, the policies and procedures with respect to capital management, liquidity 
and funding management, money laundering and internal control 

¢ Communicate regularly with external auditors 

¢ Meet with the external auditors on a regular basis 

¢ Monitor amounts paid to the external auditor and other accounting firms 

e Approve the mandate of the Internal Auditor 

e Approve annually a risk-based audit plan as submitted by the Internal Auditor 

¢ Meet with the Internal Auditor and management to discuss the effectiveness of the Corporation’s 
internal controls 

¢ Receive all risk-based audit reports and follow-up reports directly from the Internal Auditor 


Members (Pacific & Western Credit Corp. and PWET): 
Kingsley G. Allaster (Chair), Peter R. Lockyer, Arnold E. Hillier, Dale E. Creighton, 
Francis J.C. Newbould 


HUMAN RESOURCES AND CORPORATE GOVERNANCE COMMITTEES 


Both Pacific & Western Credit Corp. and PWET have Human Resources and Corporate Governance Committees. 
The Committees are comprised entirely of unrelated directors and perform the following functions: 


e Set criteria for the selection of directors, recommend Board candidates for election as directors, and 
examine and recommend the level and nature of directors’ fees 
Review and assess the performance of the Board of Directors, committees of the Board and individual 


directors 

Develop and enhance the Corporation’s approach to governance issues 

Review and assess a detailed list of the duties to be performed by the Chief Executive Officer 

Review officer and management appointments to ensure that the Corporation has enough experienced 
and skilled personnel to carry out its business activities in a prudent manner 

Conduct an annual review of the Human Resource Policies of the Corporation 

Ensure that the Corporation has an effective management succession plan and human resource plan 


in place 


Members (Pacific & Western Credit Corp. and PWET): 
David A. Bratton (Chair), Peter R. Lockyer, Alexander Mikalachki, Douglas W. Gough 
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CRED ETS RIE VIEW 3C.O MIM siais ee 
The Credit Review Committee is comprised entirely of unrelated directors and performs the following functions: 


¢ Recommends policies governing management of credit risk, market risk and structural risk to the Board 
for approval and reviews them on an ongoing basis to ensure that they are prudent and appropriate given 
possible changes in market conditions and company strategy 

¢ Reviews internal audit reports pertaining to credit risk, market risk and structural risk 

¢ Concurs with credits exceeding the levels delegated to management, prior to commitment 


Members (PWET): 
Terrence L. Bedard (Chair), Peter R. Lockyer, Kingsley G. Allaster, Douglas W. Gough, Arnold E. Hillier 


CONDUCT REVIEW COMMITTEE 
The Conduct Review Committee is comprised entirely of unrelated directors and performs the following functions: 


¢ Reviews and assesses related party transactions 

¢ Deals with matters of conflict of interest 

¢ Deals with matters of harassment in the workplace 

¢ Deals with matters regarding customer complaints, should any arise 
¢ Monitors compliance with the company’s Code of Conduct 


Members (PWET): 
Alexander Mikalachki (Chair), Peter R. Lockyer, David A. Bratton, John L. Evans 


CORPORATE GOVERNANCE ACHIEVEMENTS 


Pacific & Western continues to review and improve its corporate governance. Certain of our latest corporate 
governance achievements are: 


e Management has completed a comprehensive, company wide risk-based assessment 

e The Audit Committee has approved a comprehensive risk based Internal Audit plan 

¢ Completed formal assessments of the Board, Committees of the Board and individual directors 
e Reviewed and revised the succession plan for senior management 

e Instituted a detailed Human Resources Plan 

¢ Continued implementation of a new legislative compliance management system 
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The consolidated financial statements of Pacific & Western Credit Corp. were prepared by management, which 
is responsible for the integrity and fairness of the data presented, including amounts which must of necessity be 
based on estimates and judgements. The consolidated financial statements were prepared in accordance with 
Canadian generally accepted accounting principles. Financial information appearing throughout this Annual 
Report is consistent with the consolidated financial statements. 


In discharging its responsibility for the integrity and fairness of the consolidated financial statements and for the 
accounting systems from which they are derived, management maintains the necessary system of internal controls 
designed to provide assurance that transactions are authorized, assets are safeguarded and proper records maintained. 


The board of directors oversees management's responsibilities for financial reporting through an Audit Committee. 
The Audit Committee reviews the consolidated financial statements of the Corporation and recommends them to 
the board for approval. Other key responsibilities of the Audit Committee include reviewing the Corporation’s 

existing internal control procedures and advising the directors on auditing matters and financial reporting issues. 


KPMG tp, independent auditors appointed by the shareholders of the Corporation upon the recommendation of 
the Audit Committee, have examined the consolidated financial statements and their report follows. The share- 
holders’ auditors have full and unrestricted access to the Audit Committee to discuss their audit and related 
findings as to the integrity of the Corporation’s financial reporting and the adequacy of the system of internal controls. 


IS are hay hill 


David R. Taylor Barry D. Walter, C.A. 
President & Chief Executive Officer Chief Financial Officer 


March 1, 2002 


SUED alien OvRsS ss RIE PO) Ro 


a) We deh ds ey dab seh dl deh Ohad WB Deak ON 


We have audited the consolidated balance sheets of Pacific & Western Credit Corp. as at December 31, 2001 
and 2000 and the consolidated statements of operations, retained earnings and cash flows for the years then 
ended. These financial statements are the responsibility of the Corporation’s management. Our responsibility 
is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 
of the Corporation as at December 31, 2001 and 2000 and the results of its operations and its cash flows for the 
years then ended in accordance with Canadian generally accepted accounting principles. 


Jefe) 


Chartered Accountants 
Saskatoon, Canada 


February 27, 2002 
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December 31, 2001 and 2000 


i 
(thousands of dollars) 


2001 2000 
Assets 
Cash resources $ Bopoils $ 116,126 
Securities (note 2) 242,239 168,808 
Mortgages and loans (note 3) 413,825 381,844 
Other assets (note 4) 21,799 19,175 
$ 3335, SS $ 685,953 
Liabilities and Shareholders’ Equity 
Deposits (note 5) $ GB 925 $ 629,002 
Notes payable (note 6) 24,686 22,686 
Other liabilities 4,385 2,901 
702,996 654,589 
Shareholders’ equity: 
Share capital (note 7) 23,871 23,871 
Retained earnings 6,509 7,493 
30,380 31,364 
$ 733,926 $ 685,953 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


Da Zanes 


Director 
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Years ended December 31, 2001 and 2000 


(thousands of dollars) 2001 2000 
Interest income on loans $ 29,068 $ 25,841 
Interest and income from securities 17,097 14,136 
Loan fee income VIS 1,000 
46,890 40,977 

Interest expense 42,817 35,607 
Net interest income before provision for loan losses 4,073 5,370 
Provision for loan losses (note 3) 289 346 
Net interest income 3,784 5,024 
Equity earnings (loss) (274) 358 
Other income 392 533 
3,902 Sis 


Non-interest expenses: 


General and administrative 2,840 1,866 
Salaries and benefits 2,700 2,167 
Premises and equipment 694 408 
6,234 4,44] 

Earnings (loss) before income taxes (2,332) 1,474 
Income tax recovery (note 8) 1,456 1,566 
Net earnings (loss) $ (876) $ 3,040 
Basic earnings (loss) per share (note 9) $ (0.02) $ 0.06 
Diluted earnings (loss) per share (note 9) (0.02) 0.06 


See accompanying notes to consolidated financial statements. 
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COUN Ss OL I DAT ED 
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Boome 


Years ended December 31, 2001 and 2000 


(thousands of dollars) 2001 2000 
Retained earnings, beginning of year $ 7,493 $ 4,925 
Net earnings (loss) (876) 3,040 
Dividends paid on preferred shares - (355) 
Dividends paid by associated corporation on preferred shares (108) (117) 
Retained earnings, end of year $ 6,509 $ 7,493 


See accompanying notes to consolidated financial statements. 


[22] 
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Years ended December 31, 2001 and 2000 
(thousands of dollars) 2001 2000 


Cash provided by (used in): 


Operations: 
Net earnings (loss) $ (876) $ 3,040 
Items not involving cash: 
Provision for loan losses 289 346 
Equity (earnings) loss 274 (358) 
Future income tax recovery (P5971) (1,617) 
Change in other assets and liabilities 69 (5,036) 
(1,835) (3,625) 
Investing: 
Securities | (73,431) (13,016) 
Mortgages and loans (32,270) (59,998) 
(105,701) (73,014) 
Financing: 
Deposits 44,923 140,083 
Notes payable 2,000 - 
Issuance of common shares = 22. 
Redemption of preferred shares = (49) 
Dividends paid on preferred shares = (355) 
46,923 139/701 
Increase (decrease) in cash resources (60,613) 63,062 
Cash resources, beginning of year 116,126 53,064 
Cash resources, end of year $ 55, 3 $ 116,126 


Supplementary cash flow information: 
Interest paid during the year $ 41,900 $ 30,100 
Income taxes paid during the year 65 160 


See accompanying notes to consolidated financial statements. 
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Years ended December 31, 2001 and 2000 


Pacific & Western Credit Corp. (the “Corporation”), through its subsidiaries is involved in the business of providing financial services 
to public and private sector entities. Pacific & Western's eTrust of Canada Inc., its principal subsidiary, is licensed as a trust Company 
throughout Canada with the exception of the provinces of New Brunswick, Newfoundland and Quebec. 


I. SIGNIFICANT ACCOUNTING POLICIES: 


These consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting 
principles. The preparation of financial statements in accordance with generally accepted accounting principles requires management 
to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets 
and liabilities at the balance sheet date and the reported amounts of revenues and expenses during the reporting period. Actual 
results could differ from those estimates. 


The significant accounting principles used in the preparation of these consolidated financial statements are summarized below: 


(a) 


(b) 


(Cc) 


(d) 


Investments: 


These consolidated financial statements include the accounts of the following wholly owned subsidiary companies: Pacific & 
Western's eTrust of Canada Inc. (“PWET”), Pacific & Western Public Sector Financing Corp. and PW Financial Inc. 


All significant intercompany accounts and transactions have been eliminated. 


Investments in which the Corporation exercises significant influence are accounted for using the equity method. Under 
the equity method, the original cost of the shares is adjusted for the Corporation's share of post-acquisition earnings of the 
associated corporation less dividends received. 


Cash resources: 


Cash resources include government treasury bills and deposits with Canadian chartered banks with less than ninety days 
to maturity from the date of acquisition, net of cheques and other items in transit. 


Securities: 


The Corporation holds securities for investment purposes with the original intention of holding the securities to maturity or 
until market conditions render alternative investments more attractive. Securities are stated at amortized cost. The amortization 
of premiums or discounts is included in income over the period to maturity. 


Any impairment in their underlying value other than a temporary impairment is recorded as a charge to income in the year 
in which it occurs. 


Gains and losses on disposal of securities are included in income in the year realized. 


Mortgages and loans: 
Loans and mortgages (loans) are stated at cost less an allowance for losses. 


Interest income on loans is recorded on the accrual basis until such time as the loan is classified as impaired. An impaired 
loan is a loan where there is no longer reasonable assurance as to the timely collection of the full amount of principal and 
interest. An uninsured loan is classified as impaired when scheduled payments are more than ninety days in arrears. An 
insured loan is classified as impaired when scheduled payments are more than one hundred and eighty days in arrears. 
When a loan is classified as impaired, accrual of interest on the loan ceases, the amount of any accrued and unpaid interest 
is reversed and charged against income at the time and the carrying amount of the loan is reduced to its estimated realizable 
amount, Estimated realizable amounts are measured by discounting the expected future cash flows, if they can be reasonably 
estimated, using the effective interest rate inherent in the loan. When the amounts and timing of cash flows cannot be 
reasonably estimated, the carrying amount of the loan is reduced to its estimated net realizable value based on either i) the 
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fair value of any security underlying the loans, net of expected costs of realization, or ii) observable market prices for the 
loans. As long as the loan remains classified as impaired, interest will be recognized only when all charges of loan impairment 
have been reversed. 


Loan fees in excess of estimated administrative costs are recognized in income over the appropriate lending or commitment 
period. 


Real estate acquired as settlement of loans is stated at cost less an allowance for losses. 


Allowance for loan losses: 


The allowance for loan losses consists of specific provisions, being provisions against specific credit exposure determined 
on an item-by-item basis and a general provision for doubtful loans, being a provision of a prudent nature which cannot be 
determined on an item-by-item basis but which in management's opinion may be required in order to absorb future credit 
losses. 


The provision for loan losses is presented net of recoveries of provisions recorded in prior years. 


Deferred financing charges: 


Deferred financing charges related to notes payable are being amortized on a straight-line basis over the term of the related 
debt. The amortization of these charges is included with interest expense in the Consolidated Statements of Operations. 


Capital assets: 


Capital assets are carried at cost less accumulated amortization. Amortization is calculated using the straight-line method 
over the estimated useful lives of assets not exceeding ten years. 


Income taxes: 


The Corporation follows the asset and liability method of accounting for income taxes. Future tax assets and liabilities are 
measured using enacted or substantively enacted tax rates expected to apply to taxable income in the years when temporary 
differences are expected to be recovered or settled. 


Stock based compensation: 


The Corporation has a stock option plan that is described in note 7. No compensation expense is recognized for this plan 
when stock options are issued to employees. Any consideration paid by employees on exercise of stock options is credited 
to common shares. 


Financial instruments: 


The amounts recorded in the balance sheet for cash resources and other liabilities approximate fair value due to the short 
term maturity of these instruments. Fair values for interest bearing financial assets and liabilities are disclosed in note 11. 


Interest rate swap agreements are entered into for asset liability management (“ALM”) purposes. These contracts are designated 
as hedges and are accounted for on the accrual basis. Interest expense and gains/losses are recognized, as appropriate, over 
the hedged period. 


Risk management: 
Credit risk 


The Corporation has established a comprehensive Credit Risk Management Program to manage its credit risk. The Program 
consists of approval procedures and limits on: loan amounts, geographic concentration, loans to any one entity, associated 
groups and each of its asset categories. Lending practices are monitored on an ongoing basis to ensure they comply with 
the Program. 


Interest rate risk 


The operations of the Corporation are subject to risk of interest rate fluctuations to the extent that cash flows from interest- 
earning assets and interest-bearing liabilities differ. The Corporation employs a number of methods, including interest rate 
sensitivity gap and duration analysis to measure the risks generated by interest rate sensitive assets and liabilities and to 
monitor compliance with limits set by corporate policy. 
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2 SE CUT Rie ieaos: 


(a) Portfolio analysis: 


(thousands of dollars) 2001 2000 


Securities issued or guaranteed by: 


Canadian federal government $ 42,406 $ 22,799 
Canadian provinces 98,242 23,878 
Canadian municipalities 20,368 4,000 
Government insured mortgage-backed securities 12,634 15,473 
Canadian corporate equity 54,066 83,919 
Canadian corporate debt 127198 15,708 
239,914 iGoZ7en 

Accrued interest 2,325 3,031 
$ 242,239 $ 168,808 


(b) Maturities and yields: 

(thousands of dollars) 

Maturity dates 2001 Yield 2000 Yield 

Floating $ 16,295 DMI) $ all 73 5.40% 

Within 3 months 69,365 3.85% 47,779 5.63% 

3 months - 1 year 44,083 3.63% 14,879 6.46% 

1 year - 2 years 32,184 5.90% 13,421 5.41% 

2 years - 5 years 3S) SSI, D7 70 47,554 5.D9% 

Over 5 years 38,036 6.03% ~ 36,971 5.63% 
$ 239,914 4.71% $ 655777 5.67% 


Average effective yields are based on book values and contractual interest or stated dividend rates adjusted for amortization 
of premiums and discounts. 


3. MORTGAGES AND LOANS: 


(a) Portfolio analysis: 


(thousands of dollars) 2001 2000 


Residential mortgages: 


Insured $ 70,884 $ 45,820 
Uninsured 28,739 33,248 
Business and government loans 194,250 194,020 
Personal loans ile Zi 102,583 
409,194 375,671 

Real estate 3,244 4,596 
412,438 380,267 


Allowance for losses: 


General (463) (579) 
Specific loans = (206) 

Real estate (1,123) (824) 
410,852 378,658 

Accrued interest 2,973 3,186 
$ 413,825 $ 381,844 
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(b) Maturities and loans — continued: 


The allowance for loan losses results from the following: 


(thousands of dollars) 2001 2000 
Balance, beginning of year $ 1,609 $ 1,344 
Provision for loan losses 289 346 
Provisions realized on settlement of loans (312) (81) 
Balance, end of year $ 1,586 $ 1,609 


(@) 


Maturities and yields: 


(thousands of dollars) 


Maturity dates 2001 Yield 2000 Yield 
Floating $ 9,876 4.54% $ 30/558 7.43% 
Within 3 months SENOS) 7.04% 24,350 8.63% 
3 months - 1 year 41,653 6.52% 35,059 9.44% 
1 year - 2 years 32,887 7 .OO% 24,270 7.38% 
2 years - 5 years 202,994 6.96% 175,477 7.20% 
Over 5 years S299 6.71% 87,957 6.67% 

$ 409,194 6.82% o S757 | 7 40% 


Average effective yields are based on book values and contractual interest rates, adjusted for the amortization of any 
deferred income. 


ao. 


Impaired loans: 


At December 31, 2001, impaired loans were $1,408,000 (2000 - $1,101,000). 


OTHER ASSETS: 


(thousands of dollars) 2001 2000 
Investment in PacWest Ventures Ltd. (note 15) $ 7,800 $ 8,151 
Prepaid expenses 3,637 3,650 
Investment in development project 2,881 POW 
Future income taxes Sy SNe, 1,996 
Capital assets 2,951 2,226 
Deferred financing charges 943 | Oa 

$ 21,799 $ 19,175 


DEPOSITS: 


(thousands of dollars) Effective Effective 
Maturity dates 2001 Rate 2000 Rate 
Within 3 months WO /52 11 3.99% $ 105,026 5.68% 
3 months - 1 year 264,802 4.37% 258,465 5.94% 
1 year - 2 years 94,675 5.45% 108,742 VA 
2 years - 5 years 225203) 5.88% 140,263 6.08% 
658,201 4.70% 612,496 5.93% 

Accrued interest 15,724 16,506 

Son 925 $ 629,002 


a 


Average effective rates are based on book values and contractual interest rates. 


ee) 


NOTES PAYABLE: 
(thousands of dollars) 2001 2000 


9.0% Ten Year Term Series C Notes, 


convertible into common shares, unsecured. $ 22,684 $ 22,684 
9.5% note payable to PacWest Ventures Ltd., 

due August 2003, secured by a pledge of subordinated 

notes of equal value issued by PWET to the Corporation. 2,000 - 
9.5% Ten Year Term Series A Notes, 

secured by a pledge of subordinated notes of equal 

value issued by PWET to the Corporation. 2 2 

$ 24,686 $ 22,686 


The Series C notes were issued on October 16, 1998, mature in 2008 and are convertible on the basis of one share for every $2.50 
converted during the first three years after issuance and one share for every $5.00 converted during the next two years. 


The Series A notes were exchangeable on the basis of one common share for every $1.20 exchanged until August 2001. After 
August 2001, the Series A notes were no longer exchangeable. 


During the year, interest paid on these notes was $2,105,750 (2000 - $2,041,750). 


SHARE CAPITAL: 

(a) Authorized: 
Common shares: 
The Corporation is authorized to issue an unlimited number of common shares. 
Class A preferred shares: 


By Certificate of Amendment dated July 6, 2001, and accompanying Articles of Amendment, the Class A preferred shares 
Series Two and Series Three were deleted as an authorized series, and the Class A preferred shares were deleted as an 
authorized class. 


(b) Issued and outstanding: 
(thousands of dollars) 2001 2000 
Shares Amount Shares Amount 
Common shares: 
Outstanding, beginning of year itt, 20) 3 DES 7/7 38,996,556 $ 14,757 
Shares issued on exercise of options ~ ~ 17,000 22 
Shares issued on exchange of notes - ~ 1,200 3 
Shares issued on conversion of 
preferred shares = = 13,173,984 10,995 
Outstanding, end of year 52,188,740 DSy TG! 52,188,740 PES TATE 
Series Two Class A Preferred shares: 
Outstanding, beginning of year - ~ 2,106,636 4,140 
Conversion to common shares - - (2,106,261) (4,139) 
Redemption of shares = = (375) (1) 
Outstanding, end of year = = s = 
Series Three Class A Preferred shares: 
Outstanding, beginning of year - - 2,301,169 6,904 
Conversion to common shares = = (2,285,069) (6,856) 
Redemption of shares - = (16,100) (48) 
Outstanding, end of year = z & = 
Less share issue costs (1,906) (1,906) 
Total share capital $ 23,871 $ 23,871 
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(ce) Options: 


At December 31, 2001, 5,312,500 common shares have been reserved for stock options as follows: 


Expiry date Options outstanding Options exercisable Price 
November 9, 2006 200,000 147,407 $ 70 
September 15, 2007 719,000 719,000 1.28 
March 12, 2008 729,000 729,000 1.51 
October 14, 2008 14,000 14,000 1.80 
December 9, 2008 1,107,000 1,107,000 2.05 
January 4, 2010 87,000 87,000 BAO) 
March 10, 2010 500 500 825.0 
September 18, 2010 2,236,000 lpo209;3a1 Peo) 
March 9, 2011 35,000 11,667 1.40 
May 15, 2011 40,000 13,334 1.20 
May 28, 2011 50,000 16,667 E30 
October 24, 2011 95,000 31,667 Wie) 


Stock option transactions during 2001 and 2000 are as follows: 


2001 2000 

Weighted Weighted 
Number of average Number of average 
shares exercise price shares exercise price 

Outstanding, 
beginning of year 5,058,000 $ 2.00 2,661,000 $ 1.68 
Granted 420,000 89 2,424,000 2.34 
Exercised - - 17,000 1.28 
Cancelled 165,500 Dii© 10,000 eZ) 
Outstanding, end of year 5,312,500 $ 1.90 5,058,000 $ 2.00 


Options are granted at an exercise price set at the closing market price of the Corporation’s common shares on the day 
preceding the date on which the option is granted and are exercisable within ten years of issue. Options granted prior to 
September, 2000 vested immediately and options granted after September, 2000 typically vest over a two year period. 


OA 


INCOME TAXES: 


Income taxes, including both the current and future portions, vary from the amounts that would be computed by applying the 
statutory federal and provincial tax rates aggregating 42% (2000 - 44%) to earnings (loss) before income taxes. Income taxes have 
been computed as follows: 


(thousands of dollars) 2001 2000 


Tax provision (recovery) at basic rates $ (979) $ 642 


Increase (decrease) in taxes resulting from: 


Non-taxable income from securities (1,613) (2,300) 
Effect of change in statutory tax rates 854 - 
Non-taxable loss (income) from investments WAS (147) 
Federal large corporations tax 86 88 
Other permanent differences 81 151 
Income tax recovery $ (1,456) $ (1,566) 


Income tax recovery is comprised of: 


Current income tax provision $ 1135 $ 51 
Future income tax recovery (1,591) (1,617) 
$ (1,456) $ (1,566) 


The components of future income tax balances are as follows: 


Future income tax assets: 


Allowance for loan losses $ 162 $ 262 
Loss carry-forwards 5 Don 3,967 
Other = 102 
5,669 4,331 

Future income tax liabilities: 
Deposit commissions 33) PSS) 
Securities valuation 1,094 OZ 
Other 435 469 
2,082 PE SENS 
Net future income tax asset $ Bon $ 1,996 
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EARNINGS (LOSS) PER SHARE: 


The Canadian Institute of Chartered Accountants has approved a new accounting standard for computing and disclosing earnings 
per share which the Corporation has adopted in 2001. The most significant change is that when calculating diluted earnings per 
share under the new standard, the Corporation assumes that proceeds received from the exercise of stock options are used to 
repurchase outstanding common shares; whereas under the previous standard, it was assumed that the proceeds were invested to 
earn a return. Diluted earnings per share of the prior year has not changed as a result of the adoption of the new accounting standard. 


Basic earnings (loss) per share 


(thousands except per share amounts) 2001 2000 
Net earnings (loss) $ (876) $ 3,040 
Less dividends paid on preferred shares - (355) 
Less dividends paid by associated corporation (108) : (117) 
Net earnings (loss) available to common shareholders $ (984) $ 2,568 
Average number of common shares outstanding 52,189 43,182 
Basic earnings (loss) per share $ (0.02) $ 0.06 


Diluted earnings (loss) per share 


(thousands except per share amounts) 2001 2000 
Net earnings (loss) available to common shareholders $ (984) $ 2,568 
Average number of common shares outstanding 52,189 43,182 
Stock options potentially exercisable - 4,953 
Shares potentially repurchased - (3,964) 
Average diluted number of common shares outstanding 52,189 44,171 
Diluted earnings (loss) per share $ (0.02) $ 0.06 
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INTEREST RATE RISK: 
Interest rate sensitivity 


The Corporation is exposed to interest rate risk as a consequence of the mismatch, or gap, between assets, liabilities and off balance 
sheet instruments scheduled to mature or reset on particular dates. The gaps which existed at December 31 are as follows: 


(thousands of dollars) at earlier of maturity or reset date of interest rate sensitive instruments 
Floating Within 3 months to 1 yearto 2 years to Over Non-interest 
rate 3 months 1 year 2 years 5 years 5 years rate sensitive Total 
Assets 
Cash resources GO TOG GS 44,902 & = = = & = $ = $55,512 
Effective yield 2.75% 2.05% 
Securities NGP295 69,365 44,083 32,184 Bo oon 38,036 Dy Mas) BE) SS) 
Effective yield B77 fo 3.0570 3.63% 5.90% oa 6.03% 
Mortgages and loans 9,876 39/585 41,653 32,887 202,994 82,199 4,631 413,825 
Effective yield 4.54% 7.04% 6.52% 7.00% 6.96% 6.71% 
Other = = = - = = DV 799 21,799 
Total assets § 36,782) $9153) 8520 $085) /73 1 oS, O72 4294 See 2023)5 A755 3 733,305 


Liabilities and Shareholders’ Equity 


Deposits $ = Y7o52) S264802 S$ 94675 $122,203 § = $15,724 $673,925 
Effective rate 3.99% 4.37% 5.45% 5.88% 

Notes payable - ~ ~ 2,002 - 22,684 - 24,686 
Effective rate 9.50% 9.00% 

Other - - - - — - 34,765 34,765 


Total liabilities and 
shareholders’ equity  $ 


$176,521 $264,802 $ 96,677 $122,203 $ 22,684 $ 50,489 $ 733,376 


On balance sheet gap $ 36,782 $ (22,669) $(179,066) $ (31,606) $120,742 $ 97,551 8 C1734) & = 
Off balance sheet 
financial instruments 


Derivatives used for ALM - 114,330 127,678 (44,330) (172,728) (24,950) - - 
Effective rate 6.13% 6.24% 6.19% 6.24% 6.35% 
Total 2001 gap $ 36,782 $91,661 $ (51,388) $ (75,936) $ (51,986) $ 72,601 OS Qi 734) & = 
Total cumulative 
2001 gap $936,782 9S 128,443 9 Sie 27/055 Sly OMe (5.0; GG7) momen iO: $ = & - 
Total 2000 gap $ 42,784 $302,176 $(210,527) $ (86,051) $(1108,232) $ 82/242 $ (22,392) $ - 
Total cumulative 
2000 gap $ 42,784 $344,960 $134,433 $ 48382 $(59,850) $ 22,392 $ =—$ ~ 


Interest rate risk can be defined as the impact on net interest income, both current and future, resulting from a change in market 
interest rates. This risk and potential variability in earnings arises primarily when cash flows associated with interest sensitive 
assets and liabilities have different repricing dates. The differentials, or interest rate gaps, arise as a result of the financial intermediation 
process and reflects differences on the part of borrowers and depositors. Interest rate swap agreements to exchange floating for 
fixed interest rates are entered into for the purpose of limiting exposure to changes in interest rates. A positive interest rate gap 
exists when interest sensitive assets exceed interest sensitive liabilities for a specific maturity or repricing period. A positive gap 
will tend to lead to an increase in net interest income when market rates rise since assets are repricing earlier than liabilities. 
The opposite impact will occur when market interest rates fall. A negative gap is the opposite of a positive gap. 
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FAIR VALUE OF FINANCIAL INSTRUMENTS 


The amounts set out in the table below represent the fair value of the Corporation’s on and off balance sheet financial instruments. 


(thousands of dollars) 
a ee ee ee ee 


2001 2000 
Fair value Fair value Fair value Fair value Fair value Fair value 
Book of assets of ALM _ over (under) Book of assets of ALM. over (under) 
Value  & liabilities derivatives book value Value & liabilities derivatives book value 
Assets 

Cash resources S SS pils S Shale 3 = = $116,126 $116,126 $ = § - 
Securities 242,239 DUBS) SYS ~ (2,682) 168,808 166,793 - (2,015) 
Mortgages and loans 413,825 437,973 _ 24,148 381,844 390,398 - 8,554 
Other assets 21799 DB HS - (48) IAS 19,014 = (161) 
$ 733,376 $754,794 $ — $ 21,418 $685,953 $692,331 $ = Seo Se 

Liabilities 
Deposits $ 673,925 $684,478 $ (13,863) $ 24,416 $629,002 $ 627,706 SS (Asi) SS 37523 
Notes payable 24,686 19,749 - (4,937) 22,686 22,686 - - 
Other liabilities 4,385 4,385 - = DN} 2,901 - ~ 
$ 702,996 $708,612 $ (13,863) $ 19,479 $654,589 $ 653,293 Sy 4819) 1s) 523 
Total $ 1,939 So 27855 


The fair value amounts have been determined using the valuation method and assumptions described below: 


e The fair values of securities and the investment in PacWest Ventures Ltd., included in other assets, are determined based 
on quoted market prices. 

¢ The fair value of mortgages and loans is based on net discounted cash flows using market interest rates for loans and 
appraised values for real estate. 

* The fair value of deposits is determined based on discounted cash flows using market interest rates. 

¢ The fair value of notes payable is determined by referring to current trading values for similar debt instruments. 


RELATED PARTY TRANSACTIONS: 


During the year, the Corporation earned management fees of $nil (2000 - $285,000) from PacWest Ventures Ltd. During the year 
the Corporation paid $64,000 (2000 - $nil) in interest to PacWest Ventures Ltd. 


- ASSETS UNDER ADMINISTRATION: 


At December 31, 2001, the Corporation has $51,014,000 (2000 - $51,507,000) of assets under administration. These assets are 
maintained separately from the Corporation’s assets and are not included in the consolidated balance sheets. 


- COMMITMENTS AND CONTINGENCIES: 


The amounts of credit related commitments represents the maximum amount of additional credit that the Corporation could be 
obliged to extend. These amounts are not necessarily indicative of credit risk as many of these arrangements are contracted for a 
limited period of usually less than one year and will expire or terminate without being drawn upon. 


(thousands of dollars) 2001 2000 
Loan commitments $ 40,226 $ 33,093 
Letters of credit oD 5,472 

$ 45,948 $ 38,565 


a 
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SUBSEQUENT EVENT: 
On December 18, 2001, the shareholders of the Corporation and PacWest Ventures Ltd. (“PacWest”) passed resolutions authorizing 
the amalgamation of the two companies. The amalgamation was effective January 1, 2002. Upon the amalgamation: 


¢ Each issued and outstanding common share of PacWest was converted into one tenth of a common share of the amalga- 


mated company, 
e Each issued and outstanding Class A preferred share of PacWest was converted into one Class A 


preferred share of the amalgamated company, 
e Each issued and outstanding common share of the Corporation was converted into one fifth of a common share of the 


amalgamated company, and 
° All debts, liabilities and obligations of PacWest and the Corporation, including notes payable became debts, liabilities and 


obligations of the amalgamated company. 


The amalgamation of the two companies will be accounted for as a purchase by the Corporation of the remaining 55% of the 
issued and outstanding common shares of PacWest. The amalgamated company will continue as Pacific & Western Credit Corp. 


- RECENTLY ISSUED STANDARDS NOT YET IMPLEMENTED: 


Hedging relationships: 


Accounting Guideline 13 (“AcG-13”) establishes new criteria for hedge accounting and will apply to all hedging relationships in 
effect on or after January 1, 2003. To qualify for hedge accounting, the hedging relationship must be appropriately documented 
at the inception of the hedge and there must be reasonable assurance, both at the inception and throughout the term of the 
hedge, that the hedging relationship will be effective. Effectiveness requires a high correlation of changes in fair values or cash 
flows between the hedged item and the hedge. Management will review the impact of the transitional provision of AcG-13 for 
purposes of applying this guideline effective January 1, 2003 to its derivatives used for asset liability management. 
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